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The National Association of Cost Accountants 
does not stand sponsor for views expressed by 
the writers of articles issued as Publications. 
The object of the Official Publications of the 
Association is to place before the members 
ideas which it is hoped may prove interesting 
and suggestive. The articles will cover a wide 
range of subjects and present many different 
viewpoints. It is not intended that they shall 
reflect the particular ideas of any individual 
or group. Constructive comments on any of 
the Publications will be welcome. 


Additional copies of this Publication may be 
obtained from the office of the secretary. The 
price to members is twenty-five cents per copy 
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EDITORIAL DEPARTMENT NOTE 


While the wave of consolidations and mergers which 
took place during the rising securities market from 1924 
to 1929 has now subsided, the subject of accounting neces- 
sary in these consolidations is of constant interest. 


Our paper this time deals with the accounting experi- 
ence involved in putting together four companies through 
the process of having one of these companies absorb the 
other three. Other methods of consolidation would bring 
some changes in the procedure as outlined, but the gen- 
eral plan of consolidation accounting follows the ma- 
terials presented. 


Mr. Edward J. Gessner, the author of this paper, is a 
Junior member of our Pittsburgh Chapter. Following 
his graduation from high school he took a position with 
the Carbo-Oxygen Company of Pittsburgh and continued 
this connection until 1926. At that time he went with 
the Duquesne Burner Service Company and Gas Com- 
bustion Company of Pittsburgh, and on April 1st, 1930, 
took over the position of Auditor of William Swindell & 
Bros., of Aspinwall, Pa. At the consolidation of this 
Company with three other companies he became Auditor 
of the Swindell-Dressler Corporation, the organization 
arising out of this consolidation. This paper represents 
his experience in handling the accounting for this con- 
solidation. He has recently been made Assistant Treas- 
urer and. Secretary of the Allegheny Equipment Corp. 
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CONSOLIDATION ACCOUNTING 


CREASING attention is being given to the matter of mergers, 

consolidations and acquisitions, not because such combinations 
are any new thing in business, but because circumstances have 
made them more feasible and more readily accomplished. It is the 
opinion of some that they result in larger operating and distributing 
units. Such an assumption is dangerous and unsound, 

When a consolidation is proposed, it is customary to prepare 
fairly complete statements of results of operations and financial 
position of the constituent companies and to set-up pro-forma 
combined statements, picturing the results which have been at- 
tained in operations and which will be attained in the way of assets, 
liabilities and capital structure. 

I shall not outline all the advantages and disadvantages of a con- 
solidation but each consolidation carries some sort of an objective. 
This object must be analyzed and studied from all angles before 
any attempt is made to start such an undertaking. 

Consolidations are effected through the organization of a new 
company which buys out the business of the old ones, taking over 
their assets and assuming their liabilities. The consolidation under 
discussion by the writer was of such a class, except that no new 
company was organized. The former controlling company merely 
changed its name and increased its capital stock. 

The stock of the new company, which I shall term the re-organ- 
ized company hereafter, was exchanged for the net assets of the 
old companies which was in turn endorsed in favor of the stock- 
holders. Some accountants term such a type of reorganization as 
a “merger”. 

No new problems presented themselves during the accounting 
sector of the consolidation. I believe that the reader would be 
interested in the various types of bookkeeping and accounting of 
the old companies before I explain the process we used to handle 
the consolidation accounting. 

No names shall be disclosed but a letter shall take its place. The 
consolidation was one of four gas combustion companies com- 
bining their assets and liabilities into one organization. Each com- 
pany has its own accounting system. Companies A and B were 
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uniform in some respect but the cost system was of the extreme 
type. The accounting systems of the remaining companies were 
far from uniform. 

Company A was the only company controlled entirely by another 
member of said union. The books were neatly kept and prepared. 
There was nothing elaborate about them but the facts were fully 
presented. All accounts, except cost accounts, were in the gen- 
eral ledger. The trial balance was prepared entirely from the 
general ledger. Several control accounts were kept for accounts 
receivable, accounts payable, investments, royalties and com- 
missions. 

The financial statement and profit and loss statement were pre- 
pared from the trial balance. The financial statement was segre- 
gated into two sections; namely, “Resources” and “Liabilities”. 
These sections were broken-down to their liquidating ability. 

The profit and loss statement was made up of several divisions. 
Each division represented a department of the company. The 
accounts of the income and expense section of the general ledger 
were prepared in such a manner as to give a divisional statement 
therefrom. The overhead was not departmentalized but sum- 
marized and subtracted from the net operating profit or added to 
the net operating loss as the case might be. The balance or net 
profit was a direct tie-in with the financial statement. 

A cost record was kept but not cumulative in form. All large 
contracts were given a number by which they were known for all 
future purposes. All invoices passing through the bookkeeping 
department had a duplicate for cost purposes. -The duplicate was 
placed in a contract file, alphabetically, until the completion of the 
contract. Upon completion of a contract, the charges were segre- 
gated by construction segments. The cost report was placed in 
the hands of the executive a few hours following his word that the 
contract was completed. 

Before presenting our cost statement, the individual figures were 
accumulated on a cumulative cost sheet for all contracts of the 
fiscal period. This cumulative cost sheet was controlled by the 
profit and loss statement. 

It might be of interest to the reader that no inventory was kept 
by this company. All material was special and ordered from a 
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drawing, blue-print or bill of material, thereby being charged 
directly to cost. 

Company B was the sole owner of Company A. The records, 
accounts, costs, etc., were prepared and presented in exactly the 
same manner as for Company A. One big exception was noted in 
the costs. An inventory was kept of practically all items due to 
required immediate shipment to distant points. The company was 
considered as a manufacturing and engineering concern, Standard 
costs were installed for the manufacturing end of the production 
during the year 1924, but were adjusted yearly to correspond with 
increased production costs. 

Company C was a little more complicated than Companies A 
and B. Facts were presented in more detailed form. Its source 
of revenue was construction and engineering. It devised plans, 
specifications, supervised erecting, and sometimes erected its own 
contracts. Engineering, as you know, is service and the source of 
revenue, chiefly, was service. All bookkeeping items were kept in 
the general ledger. All costs and expense accounts were prepared 
on a work sheet. The work sheet costs were controlled by one of 
three general cost items of the general ledger, overhead, engineer- 
ing and selling. The executives of this company desired several 
break-down statements of costs and income. An analysis of en- 
gineering costs in regard to blue-prints, service, proposals, erec- 
tion, etc., was desired. 

The financial statement represented the standing of the company 
and favored the plan of the former companies. Some additional 
items presented themselves but did not alter the general plan of 
the statement. The profit and loss statement was far from be- 
ing exactly similar to Companies A and B. Income from oper- 
ations constituted the first item of this statement. The source of 
the operating income followed in due form. Operating expenses 
of overhead, engineering and selling were deducted from the op- 
erating income. Miscellaneous items were considered before a 
profit and loss was shown. 

You might criticize our thought of placing overhead under op- 
erating expenses. All services rendered for the engineering com- 
pany could not possibly be rendered at a flat rate without showing 
deficit. This is true in cases of engineering where inspection is 
necessary before final payment is received. The type of engineer- 
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ing furnishd required regular inspection and upkeep. We de- 
termined the number of hours employed on a contract, under a 
license agreement, as well as the amount of engineering remuner- 
ation chargeable to the contract. A standard overhead rate per 
hour was added to the remuneration before our invoice was ren- 
dered to our customers. A percentage of cost plus arrangement 
was made in the license, hence our profit. We judged our system 
as practical because no reason could be presented for splitting the 
overhead. If the customer is charged with your overhead why 
should overhead be left out of operating costs. 

The overhead, selling and engineering accounts were detailed in 
a subsidiary work sheet which acted as a cost book. The work 
sheets were of a loose-leaf style and bound in a cost book for 
future purposes. The data presented in the work sheet was pre- 
pared with the greatest care possibly to be given. The executives 
desired certain figures from this book for purposes which they 
deemed necessary but which any accountant would not render with 
his reports unless his compensation rendered it feasible. 

The cost of a single proposal, blue-print, bill sheet or any other 
item of engineering could be rendered shortly after the completion 
of the financial statement. The data of individual costs was highly 
essential and desirable, yet complicated, but presented when +e- 
quested. 

Perhaps the most concrete, yet fundamental, system of accounts 
and records kept by any engineering company was found in Com- 
pany D. The general ledger presented little trouble because its 
contents were kept in lump sums. The company rendered en- 
gineering services for plants and their facilities. A separate cost 
book was used which was controlled by one of three general ledger 
accounts, Material and Expense, Labor, and, Overhead. The 
financial statement was not of any troublesome character. It pre- 
sented facts, so what more could be expected. 

Returning to the cost book, I shall endeavor to present a clear 
picture of it to you. From the voucher register, sales book, or 
cash book, a charge or credit for engineering or erection was en- 
tered in one of three cost accounts. Charges or credits to over- 
head were made only upon our determining that they could not 
be allocated to some contract. If the overhead account was 
charged or credited a similar charge or credit was made to either 
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the general or departmental overheads. The overhead account 
controlled the cost book items of overhead so if any discrepancies 
were noted, only a partial check for overhead items was made. At 
the time preceding the consolidation, we were handicapped in pre- 
senting overheads to executives, because the items of each over- 
head in the cost book, when speaking of the same type of work or 
expense, were of different letters or numbers. The auditor of 
charges had to be alert for such discrepancies, although few were 
found. No report of this account was made until requested, al- 
though a detailed statement of this item was presented at the close 
of the fiscal period. 

For all charges or credits to labor and material, a similar entry 
was made in the cost book. Labor and material accounts controlled 
the cost book contracts only. No contract was similar to its pred- 
ecessor, yet the chart of accounts was similar as far as possible. 
The chart, however, was different for some items which made our 
job hard in placing account items on vouchers. 

Each contract, when received, was given a number by which it 
was known. Each department had a symbol preceding the con- 
tract number. This disclosed the department and the number of 
the contract. The total summaries equalled the month’s net 
charges while the cumulated summaries equalled the year’s or 
fiscal period’s net charges. 

No matter how much work was involved, time was essential in 
presenting cumulative summary statements. We did not render 
monthly cost detail statements for each contract. We did, how- 
ever, summarize each contract in the cost book for the time of 
presentation. The total of the individual contract summary sheet 
was the same as that figure at the top of the cost sheet summary. 
The figure which was the cumulated charge to the contract was 
determined by the addition of the current month’s costs to the past 
month’s figures. The total of all accumulated contract charges 
was in equilibrium with the labor and material accounts of the 
general ledger. The sum of all accumulated credits, or billings, 
was in equilibrium with the construction account. A third line at 
the top of the summary sheet presented either the profit or loss of 
each contract by month and accumulated. 

The profit and loss statement was not different from the rest 
but it was more in detail. The department’s transactions were 
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presented by the month and in an accumulated figure. The state- 
ment was presented in the following manner : 


Contract Customer Contract Billed Costs Profit Loss 
Number Amount 


As stated before, the contract amount column presented the 
total contracts received and to be billed. The billed column shows 
the construction credit of each contract, the total of all depart- 
mental billings equaling the construction account of the general 
ledger. The cost column shows the cost charges of each contract, 
the total of all departmental costs equaling the labor and material 
accounts of the general ledger. The profit or loss shows the differ- 
ence between the billings and costs. The net profit or loss was 
the net operating profit or loss for the month and period. A check 
on the net operating profit or loss, as shown on the profit and loss 
statement so far, was made by comparing it with the difference 
between the construction account and the labor and material ac- 
counts of the general ledger. 

At this time we subtracted the department’s overhead and a 
percentage of the general overhead from the operating profit. The 
percentage of miscellaneous income applicable to each department 
was added thereto. The net or sum was the department’s profit or 
loss. The sum of all departments’ profits or losses represented the 
profit or loss shown in the net worth section of the balance sheet. 

The reader now possesses a general idea of all individual ac- 
counting methods previously in use, so I shall present the method 
we used to merge or consolidate these companies. 

Several months before the effective date of any consolidation | 
the financial statements of all companies should be analyzed. The 
appraised figures should be set up opposite the book figures with 
all variances noted. Net worth or rather the surplus account 
should be the resting place of all variances. This “resting place” 
surplus account will be earned, financially, so the name of the ac- 
count we suggested was “Capital Surplus”. 

The disposition of surplus was requested and presented showing 
the changes for the past five years. A yearly average of profits 
was presented at the time. 

A detailed list of stockholders with the certificate numbers and 
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number of shares owned was also desired. The figures of our de- 
partment were rendered to the executive but checked against those 
of the secretary of the company. 

A summary list of all stockholders was rendered showing name, 
shares held, book value of all shares held individually as well as 
a summary column for the individual who possessed stock of all 
companies. A sample set-up of these reports is shown below. 

From the total net worth of all companies, book values and ac- 
tual values, we determined the new stock structure of the company. 
Two classes of stock were chosen. 

After preparing several statements we decided on having a par 
value on preferred stock and no par on the common stock. The 
preferred stock was placed on a par value ratio with the common 
stock. The preferred stock was based on a total of all net worths. 
The common stock was based on the earnings of the companies 
for the past five years. 

It is possible to authorize as many shares of common stock as is 
desired but we considered it safe to issue common shares in pro- 
portion to the authorized preferred stock. The common should 
be limited to the number of shares authorized but not in dollar 
value. No par value stock is not being considered in money while 
the authorized and issued shares are at a nominal value only. 

An assessment was made on the stockholders to bring the issue 
of shares of preferred stock to full shares rather than fractional 
shares. A total assessment was determined before the individual 
assessment was made. The individual assessment was based on 
the individual book value to the total book value, speaking of pre- 
ferred stock book equity. ; 

The total summary stockholders equity report was then broken- 
into the company’s portion for all companies. The total of all 
summary figures of the individual companies was to be the same 
as the general summary statement. The figures varied in some 
instances but we did not become alarmed because the new com- 
pany would be the beneficiary in the end. 

The papers being fully prepared, the next step was to receive 
the stockholders’ consent to the consolidation. If approved, which 
it was, a letter was written to the individual stockholders of each 
company, stating the purposes of said consolidation; number of 
shares presently owned; par value of present shares; book value 
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of each share ; total book value of all shares; number of preferred 
shares to be received; par value of preferred stock; value of all 
preferred holdings ; value of all common stock to be received ; total 
value cf new shares combined; and, the assessment due on the 
holdings which was the difference between the total new values 
and the book value of old shares. 

The stockholder received the option of exchanging the stock or 
surrendering old shares at the book values. He was asked to re- 
turn his old certificate or certificates with a check covering the 
assessment. Upon receipt of the check and the certificate, a tem- 
porary receipt was forwarded to the stockholders. This receipt 
was exchanged for the new stock, which was mailed on the effec- 
tive date of the consolidation. 

The next thing in the consolidation was the most important, 
the accounting. The books were to contain all data possibly obtain- 
able from the old companies before the closing entries were made. 
All vouchers entered, all entries in the general ledger from sub- 
sidiary original entry books, ready to take a trial balance. 

A trial balance of Company A was prepared from the general 
ledger. The financial statement and the profit and loss statement 
were also prepared therefrom. The statements were not final be- 
cause the income tax had to be set-up before the final closing. 
These were set-up as a liability, being transferred with our other 
liabilities to the new company. Under the income tax law, taxes 
are payable the fifteenth day of the third month following the clos- 
ing of the calendar year. 

From the trial balance, we closed the income and expense ac- 
counts to profit and loss. The profit and loss account being closed 
into surplus. 

Income accounts, 
Expense accounts, 
Profit & Loss account, 
Profit & Loss account, 
Surplus earned account, 

The trial balance was again used, checking figures with financial 
statements, to close the assets and liabilities. No assessments were 
made to the stockholder due to inter-company ownership, but an 
adjusted surplus figure was established when appraising the prop- 
erty. The assets and liabilities were merely reversed on the books 
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with the capital accounts and the surplus accounts being charged 
and credited as required. 


Capital Stock Authorized, 
Surplus Earned account, 
Liabilities, 
Assets, 
Treasury Stock, 
Unissued Capital Stock, 
Capital Surplus account, 


The holding company was just a little different than its sub- 
sidiary. The individual statements were prepared from the trial 
balance as in the case of Company A. The income and expense 
accounts, after determining the income taxes, were closed into the 
profit and loss account. The profit and loss account into surplus. 


Income account, 
Expense accounts, 
Profit & Loss account, 


Profit & Loss account, 
Earned Surplus account, 


The assets and liabilities of the subsidiary company were placed 
on the books at the figures assumed with one exception, the Stock 
Investment account which was decreased by the amount of the in- 
vestment figure set-up on the books covering its share in Com- 
pany A. 

Assets, 

Capital Surplus, account, 
Liabilities, 
Surplus earned account, 
Investments in Company A. 


From the above entry the assets and liabilities were entirely an 
integral part of Company B instead of an investment in the com- 
pany as previously shown. 

Following the placing of the assets and liabilities of Company 
A on the books, another trial balance was prepared of the com- 
bined accounts. The balance sheet was the only statement prepared 
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from the general books, which was used as a matter of record 
only. 

From the trial balance we closed the assets and liabilities into 
Company E, the new company’s name. The charge to the vendor 
represented the value of the preferred and common stock to be 
received in exchange for the vendee’s assets and liabilities. 

The vendor account does not remain as shown but is closed 
immediately by the opening of the particular stock accounts. Pre- 
ferred stock having a par value could only be set-up on the books 
at the total par value, while the no par common assumed the 
balance of the difference. 

The stock is then distributed to the stockholders by closing the 
capital accounts of the old company, the surplus accounts, assess- 
ments, and the investment in Company D. 


Company E. 
Liabilities, 
Assets, 
Preferred stock of Company E. 
Common stock of Company E. 
Company E. 


Authorized Capital Common Stock of Company B. 
Earned Surplus account, 
Capital Surplus account, 
Assessment account, 
Unissued Capital Common Stock of Company B. 
Preferred Stock of Company E. 
Common Stock of Company E. 
Investment in Company C. 


Company C was different in many respects as far as accounting 
was involved. Company C was the holding company of a company 
not interested in the consolidation as far as accounting was con- 
cerned, except by the transfer of bonds for stocks. Company D 
owned stock of Company C and bonds of the subsidiary of Com- 
pany C. The bonds of the subsidiary were exchanged for stock of 
the subsidiary at a value nearly equal to the value of the bonds, 
hence there was no difficult accounting problem. This stock as well 
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as the stock received directly from Company A made the reor- 
ganized company the sole owner of the subsidiary company. 

The first entry after rendering the trial balance and financial 
statements, was to close the income and expense accounts into profit 
and loss account. Profit and loss account was closed into surplus 
eatned account. 


Income accounts, 
Expense accounts, 
Profit & Loss account, 


Profit & Loss account, 
Surplus earned account, 


The assets and liabilities were closed to Company E. The net 
charge to Company E was the value of the preferred and common 
stock received in exchange for the assets and liabilities of Company 
C. 
The vendor account did not remain open on the books but was 
closed into the respective stock accounts. As stated before, the pre- 
ferred stock having a par value could only be charged at the total 
par value, while the common stock assumed the balance. 

The stock was then distributed to the stockholders of the com- 
pany, by closing the capital accounts, surplus accounts, assessment 
accounts and inter-company investment accounts. 


Liabilities, 
Company E, 
Assets, 


Authorized Capital Stock of Company C. 

Earned surplus account, 

Capital surplus account, 

Assessment account, 
Unissued Capital Stock of Company C. 
Preferred Stock of Company E. 
Common Stock of Company E. 


Preferred Stock of Company C. 
Common Stock of Company C. 
Company E. 
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Company D being closed, merely changed its name and merged 
with the several other companies. The charter was amended and 
rewritten. Additional stock was authorized and issued. In ex- 
change for the assets and liabilities received from the merged 
companies, the company issued stock for the value of same. 

Due to the continuation of Company D under a new name and 
increased stock issues, the expense and income accounts were not 
closed into profit and loss account. The difference between the 
value of old stock and the value of the new stock was taken from 
surplus account. 

A trial balance, balance sheet and profit and loss statement was 
requested from the books of Company D. This was necessary in 
order to give us information on the old company before the con- 
solidation took place. 

The assets and liabilities of Company B and Company C are 
placed on the books of Company E. The entries should be the re- 
verse of the closing entries of the merged companies. Instead of 
a vendor account being made the resting place of the difference 
between the assets and liabilities, a vendee account was used. The 
vendee account was closed against the stock issued to the respec- 
tive corporations. The unissued stock accounts were credited for 
each class presented. The preferred stock was shown at the par 
value, the common stock at the nominal value placed thereon, 
capital surplus account at the figure assumed and earned surplus 
at the balance of the figures. 

No adjustments were necessary for assets and liabilities of Com- 
pany D, but the capital accounts were decidedly changed. The 
capital accounts and surplus earned account of this company had 
to be closed and adjusted respectively in order to meet the account- 
ing requirements of opening the new company. 


Capital Stock Company D. 
Assessments, 
Treasury Stock, Preferred of Company E. 
Treasury Stock, Common of Company E. 
Capital Surplus, 
Earned Surplus, 

Treasury Stock, Company D. 

Stock Investment in Company B. 
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Stock Investment in Company C. 
Unissued Preferred Stock, Company E. 
Unissued Common Stock, Company E. 


Assets of Company B. 

Assets of Company C. 
Liabilities of Company B. 
Liabilities of Company C. 
Company B. 

Company C. 


Company B. 

Company C. 
Unissued Preferred Stock of Company E. 
Unissued Common Stock of Company E. 
Earned Surplus, 
Capital Surplus, 


Unissued Preferred Stock of Company E. 
Unissued Common Stock of Company E. 
Authorized Preferred Stock of Company E. 
Authorized Common Stock of Company E. (Issued as 
well as authorized) 


When the above entries were made, the balances shown on all 
accounts of the old books should be transferred to a new ledger 
or different section of the same ledger. 

A new triai balance and financial statement were prepared from 
the books of Company E. An examination of this statement was 
necessary before presentation to the executive. The inter-company 
accounts had to be adjusted or closed, profit of new company the 
same as that shown by Company D, the only change being in the 
earned surplus account. 

If the trial balance was in balance the new company was ready 
to commence business from a bookkeeping standpoint. 
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No. 19—Distribution, Cost A.’ alysis— Methods and Examples, Howard C. Greer 

No. 20—Office Standards and Tosts as Applied to Public Utilities, F. R. Brewster 

No. 21—Accounting in the Aircraft Industry, an S. Woodbridge 

No. 23—The Coordination of Cost Records with the General Accounts, Thomas 


L. Evans 
— Store Cost Methods, Somuel Einstein 


1—Some Important Points in Burden Distribution, Albert E. Grover 

No. 2—Executive and Key Men Bonuses, A. W’. Bass 

No. 3—Office Management and Efficiency Standards for Clerical Help, Arthur 

Van Viissingen, Jr. 

No. 4—The Analysis and Control of Distribution Costs and Allocation of Selling 
and Administrative Costs to the Article of a tan William B. Cas- 
tenholz and Howard Knapp 

No. 5—The Value to Industry of Association Work in Cost Accounting and 
Uniform Cost Accounting in the Retail Lumber Business, 7 
W. Howard and Don D. Battelle 

No. 6—The Administration of Standards and Their Flow Through the Various 
Accounts, Goldsborough Robinson 

No. 7—Cost Analysis for Wholesale Operations With Special Reference to 
Wholesale Druggists, H. J. Ostlund 

No. 8—Planning and Installing Systems, W. Ingram Parke 

No. 9—Cost Accounting in Tire Production, A. C. Litchfield and C. M. Spining 

No. 10—The Effect of Volume on Profits, Francis Burns 

No. 11—Cost Accounting and Management in Soviet Russia, Joseph J. Wurman 

No. 12—Accounting Methods in a Clock Company, L. J. Siewart 

No. 14—Closing Books of Account on the Fifth of the Month, G corps Rea 

No. ner % Analysis and Interpretation of Accounting Information, 

Paget 
No. 16~-Consslidation Accounting, E. J. Gessner 
Copies of the above publications which are not out of ae may be obtained from the office 
of the Secretary of the Association, 1790 Broadway, New York City, at the price of 75 cents 
per copy. 
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